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sure of the association at its opportunity to 
entertain the American guests. The after- 
noon was spent by Canadians and Americans 
at the Scarboro country club. 


Golf at Institute Meeting 


A golf tournament for members and guests 
of the American Institute of Accountants 
was held at Wanakah country club, Buffalo, 
New York, on Tuesday afternoon, Septem- 
ber 18th. Thirty-six members of the Amer- 
ican Institute of Accountants and twenty- 
four members of the Dominion Association 
of Chartered Accountants entered the con- 
test. 

The match between teams representing 
state societies or chapters of the Institute 
for possession of the Missouri golf trophy 
was won by the Massachusetts team. The 

oss scores of the team were as follows: 
G. W. MacDow, 80; R. D. Seamans, 87; 
P. F. Brundage, 90, and C. O. Wellington, 
95: total gross score, 352. 

The individual prizes for members of the 
American Institute of Accountants were 
won as follows: First low gross—G. W. 
MacDow, 80; second low gross—E. L. 
Barette, 84; first low net—H. S. Chase, 94— 
20-74; second low net—F. H. Hurdman, 
95-20-75; third low net—H. G. Crockett, 
97-22-75. 

Prizes offered for members of the Do- 
minion Association of Chartered Account- 
ants were won by G. G. Mundie with the 
low gross score of 84, and by W. J. Mc- 
Donald, whose handicap of 12 gave him the 
low net score of 73. 

At a golf tournament held at the Scarboro 
country club, Toronto, on September 21st, 
at which members of the Institute were 
guests of the Dominion Association of Char- 
tered Accountants, P. F. Brundage won the 
first prize with a low gross score of 94. 
Harvey S. Chase won the prizes for second 
low gross, with 96, and for low net with 76. 
In a putting contest on the same day, C. O. 
Wellington won first place with 32 putts on 
18 greens and Mr. Chase won second place 
with 33 putts. 


Election of Applicants 


At its meeting on September 17th the 
council of the American Institute of 
Accountants approved the recommendations 
of the board of examiners for the election of 


certain applicants for membership and 
associate membership and for advancement 
of several associates to membership. In the 
absence of protest the president declared 
these applicants elected on October 10th. 
Their names are as follows: 


Advanced to Membership: 


Harry Brick, New York 
John Edward Keough, Indianapolis 
James C. Olive, Indianapolis 


Admitted as Members: 


Robert H. Crook, Meridian, Miss. 
George E. Driscoll, New York 

Ralph E. Heitmuller, Buffalo, N. Y. 
George P. Jackson, Kansas City, Mo. 
Warren H. Keller, Chicago 

Forrest Mathis, Dallas 

Louis C. Schulte, Baltimore 

Joseph Stine, Indianapolis 


Admitted as Associates: 


Willard J. Graham, Chicago 

John R. Jordan, St. Louis 

Philip N. Meade, Chicago 

John M. Miller, St. Joseph, Mo. 
Lorenz A. Ristau, Mason City, Iowa 


Institute Examinations 


The written examinations of the American 
Institute of Accountants will be held 


Thursday and Friday, November 15 and 16, | 


1928. ‘The schedule is as follows: 
November 15th: 


9 a.m. to 12:30 p.m.—Auditing 
1 p.m. to 6 p.m.—Accounting theory and 
practice, part I. 


November 16th: 


9 a.m. to 12:30 p.m.—Commercial law 
1 p.m. to 6 p.m.—Accounting theory and 
practice, part IT. 


New England Regional Meeting 


The New England regional meeting of the 
American Institute of Accountants will be 
held at the Hartford club, Hartford, Con- 
necticut, on Friday, November 23rd. A 
technical session will be held at 11 a.m., at 
which papers will be read by members of the 
Institute. It is expected that speakers at 
the afternoon session will deal with subjects 
less technical but of general interest to the 
profession. 

A banquet will be held in the evening at 
which appropriate entertainment will be 
provided. 
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Everyone interested in accountancy, 
whether a member of the Institute or not, 
is cordially invited to attend the meeting. 


Institute Members Invited to Robert 
Morris Associates Meeting 


All members and associates of the Amer- 
ican Institute of Accountants are invited to 
attend a session of the mid-year meeting of 
the Robert Morris Associates at the Hotel 
Cleveland, Cleveland, Ohio, on Tuesday, 
October 30th. The invitation was sent the 
secretary of the Institute by Alexander 
Wall, secretary of the bankers’ organization, 
with a request that attention be drawn to 
it in this Bulletin. 

It is proposed to devote the morning ses- 
sion of the bankers’ meeting on Tuesday, 
October 30th, to discussion of subjects which 
are of great importance to both accountants 
and bankers. Henry B. Fernald and 
Charles B. Couchman, both members of the 
Institute, have agreed to deliver addresses 
on “Accountants’ certificates’ and ‘‘Re- 
quirements of a balance-sheet audit,’’ re- 
spectively. Several officers of the Insti- 
tute will be present and it is the hope of the 
Robert Morris Associates that many Insti- 
tute members will attend so that the dis- 
cussion may be fairly representative of the 
accountancy profession. 


President of Institute to Address North 
Carolina Accountants 


Frederick H. Hurdman, president of the 
American Institute of Accountants, has 
accepted an invitation to speak at the ninth 
annual meeting of the North Carolina Asso- 
ciation of Certified Public Accountants, 
October 19th. The meeting is to be held 
at the Hotel Charlotte, Charlotte, North 
Carolina, and will occupy three days, be- 
ginning October 18th. The subject of Mr. 
Hurdman’s address will be ‘‘No-par-value 
stock and its relationship to asset valua- 
tions.”’ 


Institute Members Invited to All-day 
Session of New York State Society 


An invitation has been extended to all 
members and associates of the American 
Institute of Accountants to attend an all- 
day and evening conference of the New 
York State Society of Certified Public 
Accountants which will be held at the 
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Waldorf-Astoria hotel, New York, on Octo- 
ber 23rd. Business will occupy the morn- 
ing. During the afternoon session C. O. 
Wellington and M. E. Peloubet will read 
papers on accountants’ responsibility for in- 
ventory verification, which will be followed 
by discussion. Robert H. Montgomery will 
speak at the evening session on ‘‘What does 
the future hold for accountants in tax ser- 
vice?”’ Discussion of the address will be 
led by Joseph J. Klein. 


Special Applications of Discounting 


At the annual meeting of the American 
Institute of Accountants it was resolved that 
the paper entitled “Special applications of 
discounting,” read by Professor William A. 
Paton of the University of Michigan, should 
be reprinted and made available in pam- 
phlet form at a price not exceeding the cost 
of production. 

Accordingly, reprints of the address have 
been made and are now available at 18 
cents each. Orders should be addressed to 
the Institute, 135 Cedar Street, New York. 
The paper was printed in The Journal of 
Accountancy for October, 1928. 


Depreciation Studies by Bureau of 
Internal Revenue 


The Institute’s special committee on pro- 
cedure has been in correspondence with the 
bureau of internal revenue with reference to 
the bureau’s studies of depreciation and 
maintenance charges. At the council 
meeting on September 17th the committee 
recommended that the text of a pamphlet 
issued by the treasury department with 
reference to the bureau’s research on the 
subject be reprinted in an Institute publi- 
cation for the information of members. 
The matter is therefore reproduced in this 
Bulletin. The special committee on pro- 
cedure would be glad to receive any criti- 
cism of the material which members of the 
Institute may care to make. 

The text of the pamphlet follows: 

DEPRECIATION STUDIES 
of the 
bureau of internal revenue undertaken with the 
voluntary coéperation of organizations nationally 
representative of various industries or branches of 
industries 
Introductory 


The commissioner of internal revenue has au- 
thorized the initiation of studies of depreciation and 


Bulletin of American Institute of Accountants 


maintenance charges with a view to the adoption of 
a definite procedure in the future audit of tax re- 
turns. The results of such studies will be authorized 
for use only in the preparation and audit of tax 
returns filed after date of publication of such re- 
sults. These studies will be undertaken solely 
upon a basis of the voluntary codperation of tax- 
payers with the bureau of internal revenue in reach- 
ing mutually beneficial conclusions. 

Depreciation for income-tax purposes is defined 
as the gradual exhaustion of the usefulness of 
property employed in the trade or business of a 
taxpayer, such exhaustion comprising wear and 
tear, decay or decline from natural causes, and 
various forms of obsolescence such as are at- 
tributable to the normal progress of the art, in- 
adequacy to the growing needs of business, and the 
necessity of replacement by new inventions. (Ar- 
ticles 161 and 162, Regulations 69.) 

The commissioner of internal revenue and the 
taxpayers or associations of taxpayers in certain 
industries have agreed upon standard rates of 
depreciation as reasonable for major items of plant 
and equipment used in those particular industries, 
and the preparation and audit of the returns of 
such taxpayers have been greatly simplified and 
expedited by these agreements. The present studies 
will extend similar agreements to the taxpayers of 
— industries as rapidly and completely as pos- 
sible. 

The scope of these studies embraces physical 
assets alone; information neither being requested 
nor desired with respect to the depreciation of 
patent rights, goodwill, leases or other tangible or 
intangible assets not of a physical character. 


uity and Simpli 

the Objects of the Bureau of Internal Revenue 

The results which are anticipated from studies 
of depreciation and maintenance are: greater 
equity in the collection of income taxes imposed 
by the several revenue acts and simplification of 
the preparation and audit of tax returns with 
consequent saving of material amounts both to the 
taxpayer and to the government. The prime ob- 
jective of the present studies is greater equity in 
tax collection, but an important secondary con- 
sideration will be the savings of substantial amounts 
both to the government and to the taxpayer through 
the elimination of avoidable disputes. It is ob- 
viously impossible for several thousand income- 
tax auditors and revenue agents to exercise similar 
judgment in the review of tax returns, particularly 
as the auditor or revenue agent in many instances 
has not had the advantage of experience in the 
industry for which he is auditing or examining a 
return. The publication of average rates of de- 
preciation, by items of plant and equipment, by 
industries, is essential to the elimination of personal 
inexperience and error, either by representatives of 
the taxpayer or of the government. 


Miscellaneous Applications of Results of Studies 

Many industries anticipate that the determination 
and publication of standard rates of depreciation 
will be even more important for other business 
purposes than for the preparation and audit of in- 
come-tax returns. One service will be to make 
information available to the members of the industry 
who are inadequate provision for depreci- 


ation. Every industry has such members who do - 


not consider depreciation in computing production 
costs and selling prices, and these members are 
undesirable competitors before they are eliminated 
by capital consumption and credit exhaustion. It 
has been a recent practice of many fire-insurance 
adjusters to ask for a copy of the last income-tax 
return as an aid in computing depreciation rates 
in connection with fire losses; banks are requiring 
careful analyses of depreciation accounts in connec- 
tion with financing; and other phases of normal 
business activity will be benefited by published 
standards of depreciation based upon the aggregate 
experience and opinion of an industry. 


Initiation and Conduct of a Depreciation Study 

Studies of depreciation and maintenance are now 
being undertaken by the bureau of internal revenue 
with the voluntary coéperation of nationally repre- 
sentative organizations of industry for the purpose 
of reaching mutually beneficial conclusions, in 
accordance with a plan proposed by the department 
of manufacture of the Chamber of Commerce of 
the United States and approved by the commissioner 
of internal revenue. Any organization, nationally 
representative of an industry or branch of an in- 
dustry, which wishes to initiate a depreciation 
study in coéperation with the bureau of internal 
revenue, takes official action authorizing the study 
and appoints a committee to conduct the study. 
After a conference with representatives of the 
bureau of internal revenue as to the scope and 
methods of the study, this depreciation committee 
proceeds according to its own ideas and methods 
to arrive at conclusions which are presented to the 


commissioner of internal revenue in the form of | 
These recommendations are . 


recommendations. 
then distributed in the bureau of internal revenue 
to as many as possible of the individual members of 
the industry for comment and criticism. The re- 
sults of this survey by the bureau of internal revenue 
are brought to the attention of the depreciation 
committee of the industry, and the recommendations 
of that committee are then accepted as made, or 
modified in view of objections voiced. The results 
of the study which are generally approved by the 
majority of the members of an industry are then 
published with authorization by the commissioner 
of internal revenue for their use in the preparation 
and audit of tax returns filed after date of publica- 
tion. It is inevitable that some discrepancies will 
arise between rates of depreciation determined in 
this manner for the same depreciable assets in 
different industries, since the results of the studies 
will be published industry by industry rather than 
asset by asset. Different conditions of use will 
explain and justify a large number of these differ- 
ences, but when no differences of use can be cited 
the bureau of internal revenue will expect the several 
industries involved to adopt common and mutually 
satisfactory rates. The appointed representatives 
of the industries involved will be invited to confer 
with each other and to effect necessary reconcilia- 
tions or adjustments, when in the opinion of the 
commissioner of internal revenue these are required. 


Adaptation of Conclusions to Variable Conditions 
of Use 


The purpose of the bureau of internal revenue is 
to determine flexible standards of depreciation, not 
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to establish rates from” which no deviation will be 
permitted. Any inflexible rule will work some in- 
justice as there will be numerous exceptions to 
almost any rule of that nature. The plan is to 
determine average rates of depreciation which will 
be accepted by the commissioner of internal revenue 
without substantiation and without adjustment, 
and to require substantiation in proportion to 
the departure of the rates used from such average 
rates. No reasonable rate of depreciation will be 
prohibited, and within a certain range of the 
average rates little substantiation will be required. 
Results available from studies now in progress 
indicate that a variation of one fifth in either direc- 
tion from the average rate will usually cover 
normal variation both in opinion and as to con- 
ditions of use. Thus, with a five-year average life 
variations of from four to six years would be per- 
missible; for a ten-year average useful life the vari- 
ation would range from eight to twelve years, and 
with a fifty-year average useful life there would 
be a permissible variation from forty to sixty 
years, all on the basis of a one-fifth variation in 
either direction from the average rates. Within 
such a range the only substantiation required for 
the consistent use of any rate of depreciation se- 
lected, will be a statement of general conditions 
which, in the opinion of the taxpayer, result in a 
deterioration of his assets at a rate greater or smaller 
than the average rate of deterioration in his industry. 
When rates of depreciation more or less than the 
normal range are used, it will be necessary to furnish 
a specific and convincing statement of the abnormal 
conditions which make such rates reasonable. It 
will be desirable to have as many as possible of 
these abnormal conditions stated in published 
conclusions, together with adjustments which an 
industry considers reasonable in view of such 
abnormalities, but this is not essential, as the 
individual taxpayer will always have the opportunity 
to depart from the average rates when unusual 
conditions apply to his specific case. 


Minimum Requirements in a Study of Depreciation 

The bureau of internal revenue considers two 
things to be essential: 

(1) A statement of the useful lives of the de- 
preciable assets of an industry by items or by classes 
of similar items, preferably departmentalized 
according to the different processes employed, 
services rendered, or products made by the industry. 
Such a schedule affords the only possible basis of 
comparison between the diverse methods for de- 
preciation accounting, and gives the fundamental 
information required for the determination of 
essentially similar depreciation rates irrespective of 
the method employed. 

(2) A statement of the principles and methods 
of depreciation accounting best suited to the business 
conditions of the industry to which the results of 
the study will apply. 


Methods Commonly Used for Computing Depreciation 


The bureau of internal revenue customarily ap- 
proves three principal methods for depreciation 
accounting : 

(1) The straight-line method which provides 
equal depreciation per unit of time for the useful 
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life of the asset under normal conditions of use, 
regardless of the work done. 

(2) The unit-of-production method which pro- 
vides equal depreciation per unit of work done during 
the useful life of the asset under normal conditions 
of use, irrespective of the elapse of time. 

(3) The job method which provides for charging 
the difference between cost and salvage value of 
single-purpose or special-purpose equipment against 
the job for which it must be purchased. 

Any other recognized trade practice may be used 
for determining depreciation deductions, provided 
such methods result in annual charges to depreci- 
ation over the useful life of the depreciable property 
according to some reasonably consistent plan. 
Modification of the methods above listed are per- 
missible by reason of variations in expenditures for 
maintenance, variations of time in use, and any 
other conditions which cause the rate of deteriora- 
tion of assets to change from time to time. (Ar- 
ticles 161 and 165, Regulations 69.) 


Additional Methods for Computing Depreciation 


Various other methods have been advocated for 
depreciation accounting and some of these methods 
have been used to a considerable extent, such as the 
various declining-balance or diminishing-balance 
methods which provide the greatest amount of 
depreciation in the first year of use with continually 
decreasing amounts of depreciation in later years, 
and the sinking-fund method which depends upon 
interest earned by amounts set aside for depreciation 
to provide for amortization of investment at ter- 
mination of the useful lives of assets subject to 
depreciation. 

The use of any recognized trade practice for 
computing a depreciation allowance is approved, 
(Regulations 69, article 165) but the methods men- 
tioned in this paragraph are seldom selected for 
business accounting. Inasmuch as they would 
apply to a very limited number of the members of 
any industry, the bureau of internal revenue would 
prefer to consider them for individual cases where 
their use seems necessary, rather than to include 
them in depreciation studies and agreements in 
applying to whole industries. 


General Requirements of Bureau Regulations for 
Depreciation Accounting 


The capital sum to be replaced by depreciation 
allowances is the cost (or other bases recognized 
by the revenue acts) of the property with respect 
to which the allowance is made. Changes in market 
value other than those resulting from exhaustion, 
wear and tear, or obsolescence, are not accepted as 
a basis for determining deductions for depreciation. 
That is, an investment in depreciable property is 
regarded by the bureau of internal revenue as a 
prepaid operating cost returnable through deduc- 
tions for depreciation over the useful life of such 
property. The deduction of an allowance for 
depreciation is limited to property used in the tax- 
payer’s trade or business. A depreciation allow- 
ance in order to constitute an allowable deduction 
from gross income, must be charged off, either by 
deduction directly from the book value of the as- 
sets or by credit to a depreciation-reserve account 
reflected in the annual balance-sheet. The allow- 
ances should be computed and charged off with 
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express reference to specific items, units, or groups 
of property, each item or unit being considered 
separately, or specifically included in a group with 
others to which the same factors apply. The tax- 
payer should keep such records as to each item or 
unit of depreciable property as will permit the ready 
verification of the factors used in computing the 
allowance for each year for each item, unit, or 
group. (Articles 162, 164 and 169, Regulations 69.) 
The deduction for obsolescence will be confined to 
such portion of the property on which obsolescence 
is definitely shown to be sustained and can not be 
held applicable to an entire property unless all 
portions thereof are affected by the conditions to 
which obsolescence is found to be due. (Article 
166, Regulations 69.) 


Obsolescence 


Obsolescence is allowed by law as a deduction 
from taxable income, as a part of or in addition to 
depreciation. Short-life, depreciable assets gener- 
ally terminate their periods of usefulness through 
wear and tear, or corrosion and decay. Long-life 
assets have their terms of usefulness brought to a 
close principally through obsolescence in one form 
or another. Two principal types of obsolescence 
are generally recognized: the first a sudden loss of 
useful value brought about by some revolutionary 
change, and the second, a gradual reduction of 
usefulness due to the cumulative effect of small 
improvements or changes, no one of which is in itself 
sufficient to result in complete obsolescence. The 
first type of obsolescence can rarely be predicted, 
as to time of occurrence, and must be accepted as a 
loss in addition to depreciation, when it is operative. 
The second type is as certain as physical deteriora- 
tion and its effects may be predicted with the same 
degree of certainty. In the depreciation studies of 
the bureau of internal revenue, no distinction is 
made between gradual obsolescence and deteriora- 
tion through wear and tear, decay, or other ex- 
haustion. The depreciation schedules are based 
upon the estimated useful life in years which the 
experience and opinion of an industry indicate 
for each depreciable asset, regardless of whether the 
useful life is terminated by obsolescence or by other 
deterioration. 


Item Rates and Composite Rates 


The bureau of internal revenue considers de- 
preciation by items, or by groups of items having 
practically identical physical characteristics and 
useful lives, to be the soundest basis of accounting. 
With this method losses are written off when 
particular items have actual useful lives less than 
the estimated useful lives upon which deductions 
for depreciation have been computed. When the 
cost of an item has been reduced to an estimated 
salvage value through deductions for depreciation, 
no further charge for depreciation of that item is 
possible with item accounting. 

Many taxpayers apply an average or composite 
rate of depreciation to their entire investment in 
depreciable property, which may comprise many 
dissimilar items with diverse expectancy as to 
useful lives. The bureau of internal revenue has no 
objection to the use of composite rates of depreci- 
ation when such rates are determined as accurately 


as possible from the anticipated useful lives and 
from the actual or closely approximated costs of 
the items comprising the aggregate property, but 
sound accounting practice requires that when 
depreciation is allowed upon the basis of a com- 
posite rate no losses are allowable upon disposal of 
property. It is impossible to compute item losses 
by use of a composite rate, since, except by change, 
the composite rate does not apply to any item of the 
total property; and with the use of a composite 
rate depreciation deductions for some items, whose 
useful lives have been underestimated, are continued 
after their entire cost would have been re- 
turned at item rates of depreciation. Thus it is 
fair to assume that overestimates and underesti- 
mates of useful lives will balance when a composite 
rate of depreciation is employed, and that, since no 
profit is recognized by reason of excess deductions 
for depreciation when the useful lives of some items 
are underestimated, no loss should be recognized 
when the useful lives of other items have been 
overestimated. The preceding discussion of over- 
estimates and underestimates of useful lives has 
no application to losses affecting the property as 
a whole, and unforeseen contingencies such as a 
fire, storm, sudden obsolescence, and other casualty, 
which losses should be considered upon a proper 
basis with both the item and the composite rates of 
depreciation. 

The principal reason advanced for the use of a 
composite rate of depreciation is its simplicity. 
A secondary reason is that some properties are 
purchased as going businesses and the costs of com- 
ponent parts of the properties are unknown. Under 
such conditions it may be necessary to use an ap- 
proximate composite rate of depreciation, tem- 
porarily at least. Even with a composite rate of 
depreciation determined by guess, it eventually 
becomes necessary to estimate the cost of each asset 
when it is eliminated from the property account 
and from the depreciation reserves, and it probably 
will be more difficult and more expensive to make 
this estimate in the future than at the time when a 
property is acquired. Unless separate statistical 
records are maintained and estimates of the useful 
lives of items are revised in the light of experience, 
the accuracy of a composite rate is not subject to 
the check of actual experience, whereas an item 
rate is checked every time an item of property 
goes out of use. The composite rate of depreciation, 
properly determined and used, therefore, requires 
all of the basic information essential to the use of 
item rates of depreciation, and, in addition, the 
maintenance of special statistical records if the 
composite rate is to be modified in the light of in- 
creasing or changing experience. 


Unnecessary Refinement of Detail 


Depreciation accounting involves a conflict be- 
tween methods correct in theory and those which it 
is possible to apply in practice. A practical method 
can not be so detailed as to minor items of the in- 
vestment that the expense for maintenance of 
records will exceed any possible benefit to be de- 
rived from the additional facts which the detail will 
disclose. The bureau of internal revenue will not 
insist that the total investment in depreciable prop- 
erty be itemized, but will be satisfied if the list of 
items or classes of items includes those comprising 
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appreciable percentages of the total investment. If 
item rates apply to eighty-five or ninety per cent. 
of the total investment, average or composite rates 
used for the remaining investment would have to 
to be exceptionally in error to have noticeable effect 
upon the aggregate amount of depreciation for all 
assets. 


Useful Life in Years the Basis of Any Depreciation 
Accounting Method 


It will be noted that repeated reference has been 
made to depreciation stated in terms of useful life in 
years. Schedules listing items or classes used by 
departments of an industry, and with the esti- 
mated average useful life of each item or class of 
assets stated, will furnish a basis with which all 
methods of depreciation accounting may be com- 
pared, and such a schedule is the only one which 
will serve that purpose. 

A new asset with ten years’ useful life will have a 
ten per cent. rate of depreciation, but if that asset 
is sold after five years’ use, the buyer has an ex- 
pectancy of but five more years of usefulness from 
the asset and requires a twenty per cent. rate of 
depreciation. If one business and accounting 
policy charges all costs of maintenance to current 
expense as repairs, another business and accounting 
policy which capitalizes some of the maintenance 
charges, as replacements, must have a higher per- 
centage rate of depreciation in order to retire its 
capital during the same useful life for a similar 
asset. Thus, percentage rates of depreciation 
unaccompanied by a detailed statement of ac- 
counting policy are meaningless, while no variation 
of accounting policy can alter the useful life in 
years. 

The schedule of depreciation rates in terms of 
useful life in years can be used directly for deter- 
mining straight-line depreciation on an item basis. 
Straight-line depreciation on a composite basis— 
that is, upon the basis of an average rate for all 
assets rather than upon an individual rate for each 
asset—may also be determined if the cost of each 
asset is known. When the cost of items is not 
known it will be necessary to estimate such costs 
and to approximate a composite rate of depreciation 
comparable to the item rates. To make such ap- 
proximation the items of property are listed which 
comprise the total property for which a composite 
rate is to be determined, and a value is carefully 
estimated for each item. Appraisals made for 
other purposes, such as insurance, may be used for 
this purpose. The approximate value of each item 
divided by the number of years of its remaining 
useful life as determined from the schedule of ap- 
proved useful lives in years for new equipment with 
proper adjustment for the portion of that period 
which has already expired will give an approximate 
yearly amount of depreciation for each item. The 
sum of the approximate amounts of depreciation 
for all items divided by the sum of the approximate 
values of the same items will give a composite rate 
of depreciation which will correspond essentially 
to the item rates of depreciation, irrespective of 
whether or not the total approximate value used in 
the determination of this composite rate of depreci- 
ation conforms very closely to the book value of 
the assets subject to depreciation. The amount of 
depreciation is determined by multiplying the book 


value subject to depreciation by the composite rate 
of depreciation, as approximately determined. 

The adaptation of the item schedules of ‘‘useful 
life in years’’ to the allowance of depreciation upon a 
unit-of-work basis is simple. The average number 
of units of work per annum which may be expected 
from the asset during its useful life in years must 
be estimated, and the product of the number of esti- 
mated years of useful life and the number of the 
estimated units of work per annum gives the total 
estimated units of work for each item. The cost 
of an item divided by the total number of estimated 
units of work which it will perform during its useful 
life gives the rate of depreciation per unit of work. 
Machine-hours of use, units of production, units of 
raw materials handled, are all measures of units of 
work. In the natural resource industries, the unit- 
of-production basis for depreciation has become the 
accepted income-tax method of determining the 
depreciation of physical assets of longer life than 
the natural resources which they serve, and the 
machine-hour of work is rapidly becoming popular 
in cost accounting as a basis for depreciation in 
manufacturing industries, particularly those which 
have varied products and seasonal overtime work. 
In the depreciation studies of the bureau of in- 
ternal revenue both the straight-line (unit of time) 
and the unit-of-work methods for depreciation are 
being developed in parallel, whenever this is possible. 


Salvage Value 


Salvage value is theoretically deducted from the 
first cost of a depreciable asset to find the amount 
subject to depreciation. Salvage value should be 
clearly defined as the net amount realizable from the 
sale of an asset in excess of the cost of dismantling 
or removing the asset. Such net salvage value is 
seldom a thing of importance, rarely exceeding 
five per cent. of the first cost of an asset. Assume 
that an asset has twenty years of expected useful 
life. An error of one quarter of one per cent. in the 
rate of depreciation would exceed the maximum 
possible salvage value, or, stated otherwise, one 
year’s variation in the useful life is as important as 
the salvage value in a determination of the yearly 
amount of depreciation. Useful lives of assets can 
not be estimated with any such degree of certainty, 
and the general opinion expressed by industry is 
that net salvage value is closer to zero than to five 
per cent. It has been recommended to the bureau 
of internal revenue that it might permit taxpayers 
to ignore salvage value and to depreciate entire 
first costs of most assets, with resulting simplifica- 
tion of depreciation accounting. 


Losses in Addition to Depreciation 


Uncompensated losses by reason of fire, storm, 
and other casualty, are clearly distinct from and 
not covered by deductions for depreciation, and 
are allowable in addition to depreciation to the 
extent of the actual loss. (Article 141, Regulations 
69.) 

Breakage is sometimes caused by cumulative 
wear or corrosion but generally may be attributed 
to inherent defects, overloading, carelessness, or 
other unforeseen contingency. Accounting opinion 
seems to be fairly agreed that losses by reason of ac- 
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cidental breakage should be treated in the same 
manner as other losses and charged off in the year 
in which they occur, irrespective of the depreciation- 
accounting method employed. 

Losses by reason of sudden obsolescence are 
treated by the bureau of internal revenue in the 
same manner as other losses, except that when sud- 
den obsolescence can be definitely anticipated the 
deduction on this account may be charged off during 
a short period before an asset is scrapped by reason 
of the obsolescence. (Article 143, Regulations 69.) 


Alterations 


Alterations should be considered in connection 
with depreciation accounting for industries in 
which alterations are a matter of importance. 
Rental buildings require frequent alteration to suit 
the needs and tastes of specific tenants. These 
alterations may add nothing to the value of the 
building nor to its useful life. The alterations 
made for a specific tenant may be charged against 
the rental of that tenant, that is, the cost of alter- 
ations may be depreciated during the term of that 
tenant’s lease. Recommendations have been made 
to the bureau of internal revenue by some indus- 
tries that when alterations for tenants are made 
in approximately equal annual amounts, such al- 
terations should be charged to repairs and main- 
tenance. Alterations are frequently made by the 
owners of buildings and of manufacturing plants to 
care for expanding business. Theoretically, the 
undepreciated cost of the portion of the asset which 
is eliminated and the cost of its removal are losses, 
or costs chargeable to current expense. The cost 
of installing the alteration or replacement is then 
added to capital returnable through depreciation. 
When special problems are a matter of frequent 
occurrence in any industry, these problems should 
be clearly stated together with recommendations 
as to the method best adapted to dealing with the 
problem for the industry involved. 


Effect of Variations in Rate of Production upon Rates 
of Deterioration 


In some industries the deterioration of portions 
of the plant facilities, or even of entire plants, will 
be as great or greater when the plants are idle as 
when they are in operation, especially when there 
is little or no expenditure for maintenance during 
periods of idleness. This is especially true when 
corrosion and decay are the principal elements 
of deterioration. If, on the other hand, wear and 
breakage are the main causes of deterioration, and 
the depreciable properties are protected from 
corrosion and decay through adequate main- 
tenance, there will be little or no deterioration during 
periods when the plants are idle, but normal ob- 
solescence will proceed whether or not the plants are 
in operation. 

Most industries will be able to ascertain a certain 
percentage of rated plant capacity which is a normal 
rate of production. A statement of adjustments to 
normal rates of depreciation, which will be reasonable 
as the rate of production departs from the normal, 
will be desirable in connection with the straight-line 
basis of depreciation if any deviation from the 
theoretical method is advisable. When the unit-of- 
production depreciation method is employed, it is 


desirable to state the basis which would be sub- 
stituted for depreciating idle assets, for which no 
depreciation is provided by the theoretical method. 


Maintenance in Relation to Depreciation 


Maintenance is here defined as including both 
repairs and replacements. Repairs arrest or lessen 
deterioration on account of wear and decay. The 
regulations recognize that this is true, and state 
that in estimating the allowance for depreciation: 
“Due regard must be given to expenditures 
for current upkeep,” but that “property kept in 
repair may, nevertheless, be the subject of a de- 
preciation allowance.” (Articles 161 and 163, 
Regulations 69.) ‘The cost of incidental repairs 
which neither materially add to the value of the 
property nor appreciably prolong its life, but keep 
it in an ordinarily efficient operating condition, 
may be deducted as expense, provided the plant or 
property account is not increased by the amount 
of such expenditures. Repairs in the nature of 
replacements, to the extent that they arrest deterio- 
ration and appreciably prolong the life of the 
property, should be charged against the depreciation 
reserve if such account is kept.’’ (Article 104, 
Regulations 69.) Approved procedure with item 
accounting for replacements consists in taking the 
cost of the replaced part out of property account, 
taking the depreciation set up on the replaced part 
out of the depreciation reserve, writing off the 
undepreciated cost of the replaced part less realized 
salvage as a loss, and adding the cost of the new 
part to property account. It is only the cumulative 
effect of wear and decay that necessitates repairs 
and replacements. Repairs and replacements are 
periodic, while wear and decay are constant. It is 
generally true that current deterioration is less 
when repairs and partial replacements are made 
than when they are not made, and that in some 
cases the extent of deterioration may be entirely 
arrested by repairs. Yet, at times, it is possible 
that a physical property may be rejuvenated by 
repairs which counterbalance wear and breakage; 
that it may be maintained at 100 per cent. of its 
initial productive efficiency; that it may be entirely 
protected from corrosion and decay by means of 
repairs; and that it may still depreciate steadily 
in useful value on account of gradual improvements 
in more modern types of similar depreciable assets, 
or on account of growing inadequacy to the needs 
of a particular business, or on account of changes in 
style or custom. 

It is also possible that a very small deterioration 
in usefulness is sufficient to cause the replacement 
of a depreciable asset, either because it becomes un- 
safe, or because it causes a loss of time which is 
disproportionate to the cost of a replacement, or 
because the use of a newer type of the same asset 
will yield a sufficiently greater profit to pay the 
additional depreciation and interest charges which 
its installation would necessitate. 

With depreciable assets of long life which have 
been in use for a number of years, the repair and 
maintenance charges for the aggregate depreciable 
assets employed in the business may be approxi- 
mately constant, but it is probable that more re- 
pairs are undertaken in periods of business de- 
pression than in periods of unusual business ac- 
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tivity. If depreciation is charged in equal annual 
amounts the combined charge for depreciation and 
repairs will be insufficient in times of business ac- 
tivity both because wear is greater and because 
repairs are less extensive. The obverse is frequently 
true for periods of inactivity in business. 


The cost of maintenance will almost invariably 
be at the minimum when a depreciable asset is 
new and will increase progressively as the asset 
ages. If there is fairly constant proportion of 
new to old items in the total property subject to 
depreciation, the repair and maintenance costs 
will also be rather uniform in annual amount, but for 
properties composed entirely of new or of old items, 
the variance of maintenance costs with age of 
assets is a matter for serious consideration. 


The bureau of internal revenue desires but does 
not require that normal maintenance costs be deter- 
mined in connection with the determination of the 
normal useful lives of depreciable assets. It will 
be preferable to have normal costs of maintenance 
determined by items or classes of items, but, in the 
event that the accounting records of an industry 
do not permit such detail, the statement of main- 
tenance costs by departments of the industry will 
be very helpful. 


Current costs for the same amount of repair and 
maintenance will vary with current economic con- 
ditions as reflected in wage and price levels. If 
normal maintenance costs are determined as definite 
amounts or as percentages of the first costs of the 
depreciable assets to which they apply, the price 
and wage levels should be indicated for which the 
stated amounts of maintenance are normal. 
more desirable method would be to state normal 
costs of maintenance in terms reflecting current 
variations in economic conditions. 

It is believed that the costs of maintenance in 
most industries will be found to be a fairly uniform 
percentage of total operating costs, or to vary pro- 
portionately with some item of the total cost such 
as the labor or the supply cost, dependent chiefly 
upon whether labor or supplies constitute the prin- 
cipal cost of maintenance, or whether both exercise 
approximately the same degree of control over costs 
of maintenance. If the relation of maintenance 
to total operating costs or to items of operating 
costs can be determined for an industry, it would be 
possible to determine with reasonable accuracy 
whether maintenance charges for an individual tax- 
payer of the industry have been normal or abnormal 
in any year regardless of the amount of such charges. 

In the event that normal maintenance standards 
can not be established by an industry, individual 
taxpayers of that industry may avail themselves 
of the opportunity to establish individual standards 
for maintenance which may be used for the ad- 
justment of amounts of depreciation during periods 
when maintenance charges are abnormal. 


Combined Depreciation and Maintenance Accounts 


Division of maintenance expense into current ex- 
pense and capital accounts is a troublesome prob- 
lem of accounting. The determination of a rate 
of depreciation sufficient to provide, not only for 
the amortization of the cost of a depreciable asset 
at the end of its useful life, but also for the main- 


tenance of that asset during its useful life, misht be 
desirable. All costs of repairs and replacements 
would be paid from the depreciation reserve should 
such a rate be used. A combined charge for de- 
preciation and maintenance would be but a portion 
of the rental for a depreciable asset, such as the 
machine-hour rental charge to each job for the use of 
each asset, which is gaining favor with cost account- 
ants in many industries. Repairs of almost any 
nature add to the value of an asset, and the payment 
of repair charges from a depreciation reserve is not 
necessarily a combination of current expense and 
capital accounts. Theoretically, the charge per 
unit of use for a depreciable asset should be a pro- 
portionate amount of the total cost for the use of that 
asset during its entire useful life; and the elements 
of repairs, replacements, and depreciation, including 
obsolescence, are all portions of that total cost. A 
combined charge for depreciation and maintenance 
per year, per unit of product, per hour of use, or 
for any other recognized unit of measure, would 
necessarily be adjusted from time to time with 
changing economic conditions. The commissioner 
of internal revenue does not require but has au- 
thorized the study of combined charges for depreci- 
ation and maintenance when, in the opinion of any 
industry, such a study is desirable, with the object 
of ascertaining whether or not such charges can be 
determined with sufficient accuracy for use in con- 
nection with income-tax returns. 


Summary 


By authorization of the commissioner of internal 
revenue, studies of depreciation are being under- 
taken by the bureau of internal revenue in coéper- 
ation with nationally representative organizations 
of industry. The scope of any study will be 
determined by the industry making the study, but 
minimum requirements are a statement of useful 
life in years by items or classes of items used in the 
industry, together with a statement of accounting 
policy in connection with depreciation matters. 
Optionally, with any industry, the scope of a study 
may be enlarged to include related subjects such 
as maintenance costs, or combined rates for de- 
preciation and maintenance. Each industry co- 
operating with the bureau of internal revenue is 
establishing self-regulatory standards for depreci- 
ation. These studies were authorized for the pur- 
pose of securing equity and simplicity in the audit of 
income-tax returns, after nearly ten years of satis- 
factory experience with similar agreements between 
certain industries and the bureau of internal revenue. 


The commissioner of internal revenue believes 
that, in formulating any policy to be adopted with 
respect to depreciation, provision should be made 
for increases or decreases in rates during periods 
when it can be shown by affirmative evidence that 
changes in normal rates are warranted. 


It is hoped that these studies may lead to con- 
clusions as to practicable methods whereby average 
depreciation rates may be determined together with 
normal maximum and minimum rates, with due re- 
gard to changing economic conditions, variable 
expenditures for maintenance, and supernormal 
and subnormal rates of production and their effect 
in changing such average rates from year to year. 


Bulletin of American Inststute of Accountants 


Practical Aids to the Independent 
Merchant 


The bureau of foreign and domestic com- 
merce, United States department of com- 
merce, has published a 30-page pamphlet 
discussing the problems of independent 
retail merchants. Among the contents of 
the booklet are sections on changes in dis- 
tribution methods, cost and inventory 
studies for retailers, measurement of the 
retail market, budgetary control in retail- 
store management, codperative retail ad- 
vertising, trade associations, simplified prac- 
tice, technical research and many other 
matters. 


Proposed Study of Chain-store 
Accounting 


The metropolitan group of the Controllers’ 
Congress, National Retail Dry Goods As- 
sociation, is to undertake a study of ac- 
counting methods of chain-store organi- 
zations. The study is to be restricted to 
the accounting and control methods em- 
ployed. Four committees have been ap- 
pointed, each of which will consider one of 
the four main subjects composing the plan 
of procedure. A brief tentative outline of 
the programme for the study has been 
drawn up as follows: 


Accounting and Control Methods 
1. Methods of handling. 
A. Group buying and payment. 


a. Centrally. 

b. Decentrally. 

c. Shipping instructions and traffic 
departments. 

d. Foreign buying. 


B. Discounts and delivery terms. Com- 
parisons between stores. 
C. Contract buying. 


2. Statistical control. 


A. Retail system (to what extent used— 
modifications from standard, if any). 


B. Merchandise budgeting in all phases. 
Centrally controlled, etc. 


C. Price and unit controls. Merchandise 
transferring. 
3. Fiscal books. 


A. Financial budgeting. 
B. Consolidated statements. 
C. Separate store showings. 


4. Expense control. 


Unit Stock Control 
1. Its place in the organization. 


A. Under controller. 
B. Under merchandise office. 
C. In combination. 


2. Price lining and mechanics. 
3. Reports, use, etc. Utilization. 


Public Accountants in Hotel Account- 
ants Association 


According to the list of members of the 
Hotel Accountants Association, New York. 
issued September 15th, 1928, there are at 
present nineteen public accountants in the 
organization. The total membership is 
seventy-three. 


Accounting at Columbia University 


In the September Bulletin an announce- 
ment was made concerning three courses in 
accounting offered by Columbia University 
Extension. A correspondent suggests that 
this announcement might create the im- 
pression that they were the only accounting 
courses at Columbia. If there is any possi- 
bility that such a misunderstanding has 
arisen it may be well to point out that 
accounting has been taught at Columbia for 
more than fifteen years and that the cur- 
riculum in the subject embraces a large 
number and wide variety of courses. Those 
who are interested are advised to write the 
university for a pamphlet entitled Account- 
ing in University Extension. 


L. A. Oates, Miami, Florida, addressed 
the Old Colony club of Nassau, August Ist, 
on ‘Relations between Florida and the 
Bahamas.”’ 


Joseph L. Pyle, Wilmington, Delaware, 
spoke on cost accounting at a meeting of 
the Tile and Mantel Contractors Association 
at Atlantic City, September 28th. 


George A. Treadwell, New Orleans, has 
been appointed a member of the National 
Panel of Arbitrators of the American 
Arbitration Association. 


The Magazine of Wall Street for Septem- 
ber 11th contained an article by R. D. 
Willard, Boston, entitled ‘Guaranteeing 
thrift results by using a workable budget.”’ 
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STATE BOARDS OF ACCOUNTANCY 


Arkansas 


The personnel of the new state board of 
accountancy of Arkansas is as follows: J. V. 
Stewart, president, R. C. Frambers, trea- 
surer, and W. W. Findley, secretary. 


New Rules of Colorado Board of 
Accountancy 


On April 4, 1928, the state board of 
accountancy of Colorado adopted new rules 
for examinations for the certified public 
accountant certificate. In general the new 
rules provide the routine methods for con- 
ducting examinations and resemble those 
promulgated by other state boards. 

The Colorado examination is to consist 
of questions on accounting, auditing and 
commercial law, according to the new regu- 
lations. It may be oral or written or both. 
Seventy-five per cent. is to be the passing 
grade in each subject. Re-examination of 
unsuccessful candidates is permitted once 
without additional fee within eighteen 
months after the original examination. A 
candidate passing two subjects may be 
re-examined in the one subject in which he 
failed. A high-school education or its 
equivalent and three continuous years of 
public accounting experience, next preceding 
date of examination, the last year of which 
shall have been in Colorado, are pre- 
requisites for the examination. 


Temporary Certificates in Florida 


The Florida accountancy law contains a 
provision that no person, partnership or 
firm may temporarily practise as a public 
accountant in the state without a licence to 
do so. Such licences may be granted at the 
discretion of the state board of accountancy 
to persons holding C. P. A. certificates of 
other states or certificates as chartered 
accountants issued under the laws of foreign 
governments. The licences are valid for 
ninety days from the date of issuance and 
are granted only for specific engagements. 

The forms of application for temporary 
licences are printed here for the information 
of Institute members. 
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(INDIVIDUAL) Form C 
STATE OF FLORIDA 
STATE BOARD OF ACCOUNTANCY 


APPLICATION FOR TEMPORARY CERTIFICATE OF 
AUTHORITY under Sections 10 and 16 of an Act to 
Amend Section 2507, 2508, 2510, 2512, 2513 and 
5670 of the Revised General Statutes of Florida. 


I hereby make application for a Temporary Cer- 
tificate of Authority to practise as a Public Ac- 
countant in the State of Florida in accordance with 
the provisions of the above named Act. 


for $10.00. 
I submit for your consideration the following: 
3.—I am the holder of Certificate of Certified 
Public Accountant issued by the State of.......... 
4.—I am the holder of Certificate of Chartered 
5.—The number of above mentioned Certificate 


7.—Has the above mentioned Certificate ever 
been revoked or suspended by the Board issuing 


9.—The only engagement or engagements upon 
which I will practise as a Public Accountant under 
the Temporary Certificate of Authority herewith 


11.—Do you understand that the Certificate of 
Authority applied for herewith, if issued, is a tem- 
porary licence conferring upon you the legal right 
to practise as a Public Accountant in the State of 
Florida for a period of ninety days from the date 
of its issue, and that the only engagement (s) which 
you may handle as such under said Certificate of 


12.—Do you understand that it is unlawful for 
you to assume the designation of Certified Public 
Accountant, or use the abbreviation ‘““C. P. A.” 
in the State of Florida unless you show immediately 
after such designation or abbreviation the name of 


13.—If this application be granted, I will keep 
and abide by the standards of professional conduct 
and/or rules defining ethical practice of public 
accountancy now promulgated by the State Board 
of Accountancy of the State of Florida and/or 
as the same may be in the future amended. 


STATE OF 
COUNTY OF 


Date................19.. 
_ 6—The date of above mentioned Certificate 
8.—Is the above mentioned Certificate in good 
standing at date of this application?.............. 
10.—Was (or were) the foregoing mentioned 
engagement (s) secured by you outside the State of 
| 
a Authority (is) (are) the one (s) specified by you in 
paragraph nine (9) 
the State by which such certificate was issued?.... . 
Subscribed and sworn to before me this......day 
| 
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(PARTNERSHIP OR FIRM)—Form C-1 


STATE OF FLORIDA 
STATE BOARD OF ACCOUNTANCY 


APPLICATION FOR TEMPORARY CERTIFICATE OF 
AUTHORITY under Sections 10 and 16 of an Act to 
Amend Sections 2507, 2508, 2510, 2512, 2513 and 
5670 of the Revised General Statutes of Florida. 


The undersigned Partnership or Firm hereby 
makes application for a Temporary Certificate of 
Authority to practise as Public Accountants in the 
State of Florida in accordance with the provisions 
of the above named Act. 

We enclose.............. for $10.00. 

We submit for your consideration the following: 

1.—Name of Partnership or Firm is............ 

2.—Address of Partnership or Firmis........... 
3.—Are all the members of the undersigned Part- 
nership or Firm holders in good standing of Cer- 
tificates of ‘Certified Public Accountants” issued 
by a State of the United States, or “Chartered Ac- 
countant”’ issued by a foreign country?............ 
4.—The names, addresses, designation and name 
olggtate or Country issuing certificate, number of 
certificate and date of certificate of all the members 
of,the undersigned Partnership or Firm are:....... 


(NOTE:—If sufficient space is not provided below 
for the names, etc., of all partners, then same should 
be listed on a separate sheet of paper and pasted to 
this sheet below.) 


Designation (“‘C. P. A.” or “C. A.’’). .Issued by.... 
Number of Certificate........ Date of Certificate. . 


Designation (‘“‘C. P. A.” or “C. A.”’). .Issued by.... 
Number of Certificate. ..... Date of Certificate... . 

5.—Is the undersigned a Corporation........... 

6.—The only engagement (s) upon which we will 
practise in the State of Florida as Public Ac- 
countants under the Temporary Certificate of 
Authority herewith applied for (is) (are): 


8.—Do you understand that the Certificate of 
Authority applied for herewith, if issued, is a tem- 
porary licence conferring upon you the legal right 
to practise as Public Accountants in the State of 
Florida for a period of ninety days from date of 
issue, and that the only engagement (s) which you 
may handle as such under said Certificate of Au- 
thority (is) (are) the one (s) specified by you in 

9.—Do you understand that it is unlawful for 
you to assume the designation of Certified Public 
Accountant, or use the abbreviation ‘“‘C. P. A.” in 
the State of Florida unless you show immediately 
after such designation or abbreviation the name of 

10.—If this application be granted I will keep 
and abide by the standards of professional conduct 
and/or rules defining ethical practice of public 
accounting now promulgated by the State Board of 
Accountancy of the State of Florida and/or as the 
same may be in the future amended. 


STATE OF 
COUNTY OF = 


Subscribed and sworn to before me this..... day 
A. D. 19.. 


NEWS OF LOCAL SOCIETIES 


Annual Meeting Alabama Society 


The ninth annual meeting and ban- 
quet of the Alabama Society of Certified 
Public Accountants were held at Birming- 
ham on September 3rd. The following 
officers were elected: president, Vivian R. 
Pritchard; secretary-treasurer, John F. An- 
drews; chairman of council, Robert E. 
Troy; council members, Mayer W. Aldridge, 
Edmund A. Chapman, Francis B. Latady 
and Walter K. Smith. 

A resolution favoring wider use of the 
natural business year was adopted unani- 
mously and a committee is to be appointed 
soon to study the subject and to report at 
the next annual meeting. 

It was reported that three chapters of the 
society had been established during the 


past year, in accordance with a resolution 
adopted at the 1927 annual meeting. ‘These 
chapters are in Birmingham, Montgomery 
and Mobile. 

Montgomery was selected as the place 
for the 1929 meeting. 


Illinois Society Substitutes By-law 
for Code of Ethics 


At the annual meeting of the Illinois 
Society of Certified Public Accountants the 
rules of professional conduct were repealed 
and the following addition was made to the 
by-laws: 


“Each member of this society shall observe the 
ethical proprieties of the profession, remembering 
that the public’s reliance upon his reports can be 
maintained only by the utmost diligence in the 
determination and clear presentation of essential 
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information; that the clients’ confidences are to 
be held inviolate; that any business affiliation, com- 
mitment, or understanding should be avoided if it is 
inconsistent with the dignity of his profession or 
may impair the impartiality of his attitude or the 
confidence which the public places in him; and that 
unseemly solicitation or advertising or any lack 
of consideration for the rights of others is dis- 
crediting to the accountant, to his society, and to the 
profession.” 


It is understood that the society intends 
to publish a pamphlet discussing in detail 
the subject of professional ethics. This 
pamphlet will be distributed to members 
and to others interested in the subject. 


Meeting of Massachusetts Society 


The first meeting of the Massachusetts 
Society of Certified Public Accountants for 
the year 1928-1929 was held at the Parker 
House, Boston, on September 24th. Robert 
H. Montgomery delivered an address on 
the future of the accounting profession. 
About 175 persons were present at the 
meeting. 


Pennsylvania Institute of Certified 
Public Accountants 


PHILADELPHIA CHAPTER 


A tentative programme for monthly 
meetings of the Philadelphia chapter of the 
Pennsylvania Institute of Certified Public 
Accountants has been prepared. It is 
planned to hold one meeting each month 
from October to May, inclusive. ‘The sub- 
jects and speakers, as far as they are known 
at present, are as follows: 


Wednesday, October 17, 1928: 


Address by Will-A. Clader on ‘Investigations 
for prospective purchasers.” 


Friday, November 16, 1928: 


Joint meeting with Philadelphia chapter of the 
National Association of Cost Accountants. 
Debate on the question, ‘‘Resolved: That 
interest on investments be included as a cost 
of manufacturing.” 


Wednesday, December 19, 1928: 


Christmas meeting. Distribution of gifts to 
members. Musical and humorous enter- 
tainment. 


Tuesday, February 19, 1929: 


Address on ‘‘The revenue act of 1928." Speaker 
to be announced later. 
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Thursday, March 21, 1929: 


Address on ‘Public utilities.” 
announced later. 


Wednesday, April 17, 1929: 


Speaker to be 


Address on ‘‘Decedents’ estates.”” Speaker to 
be announced later. 
Monday, May 20, 1929: 

Address on ‘“‘Investment trusts.’’ Speaker to 


be announced later. 


Porto Rico Institute of Accountants 


Since the passage of the C. P. A. law in 
Porto Rico in May, 1927, the profession 
of accountancy has rapidly assumed a posi- 
tion of much greater prominence in the 
territory than it formerly occupied. In the 
late spring of 1928, the Porto Rico Institute 
of Accountants, which was organized and 
incorporated in 1922 but has displayed un- 
usual activity in the last year and a half, 
adopted rules of professional conduct mod- 
eled on those of the American Institute of 
Accountants, and members have already 
been disciplined under the new code. 

The objects and general structure of the 
Porto Rico Institute are similar to those of 
the American Institute. Examinations for 
admission are conducted at least once each 
year. Most of the accountants who were 
qualified to obtain C. P. A. certificates by 
waiver under the new law are members of 
the Porto Rico Institute. 

The present officers are as follows: presi- 
dent, Eugenio D. Delgado; vice-president, 
Augusto R. Soltero; treasurer, José Pefia 
Reyes, and secretary, R. Betancourt del 
Valle. The following are directors: Salva- 
dor Antonetti, Santos G. Ramirez and Isaias 
Rodriguez. 


Annual Meeting, South Carolina 
Association 


The South Carolina Association of Certi- 
fied Public Accountants will hold its annual 
meeting at Columbia on October 23rd. 
J. H. Shields of Duke University has been 
invited to speak at the banquet on the 
subject of ‘Recent trends in controller- 
ships.” 

The association has extended an invi- 
tation to all accountants, whether members 


Bulletin of American Institute of Accountants 


or not, to attend the dinner in the evening, 
at which it is planned to conduct discussions 
on several interesting topics. 


Accountants Approve Uniform County 
Audits 


A proposal for a uniform system of 
accounting and auditing in all counties in 
Tennessee has been approved by the Ten- 
nessee Society of Certified Public Account- 
ants. After discussion of the question at a 
meeting of the society, it was the unani- 
mous opinion of the members present that 
the adoption of such a system would be of 
great benefit to the community and to the 
accountancy profession in the state. The 


society offered its codperation in any effort 
which may be made to further the adoption 
of a uniform accounting system. 


Proposed Revision of Texas Society’s 
Constitution and By-laws 


In the Texas Accountant for September, 
1928, is printed a draft of a proposed new 
constitution and new by-laws for the Texas 
Society of Certified Public Accountants, 
which have been submitted to a special 
committee headed by J. R. Nelson. This 
committee will receive the opinions of mem- 
bers concerning the published draft and 
will make its recommendations at the annual 
meeting of the society at San Antonio, 
November 30th and December Ist. 


REVIEWS 


ANSON HERRICK—‘‘SHALL DEPRECIATION 
BE COMPUTED REPRODUCTIVE 


Address before the San Francisco chapter 
of the National Association of Cost Ac- 
countants, July 23, 1928. 


Computation of depreciation on reproductive 
cost is a subject of increasing interest in this period 
of property appraisals, said the speaker. The 
present vogue of corporate merger or consolidation 
frequently requires a re-statement of plant and 
equipment cost on the basis of reproductive cost 
instead of historical cost. In the opinion of the 
speaker, the question, ‘‘Shall depreciation be com- 
puted on reproductive cost?’’ does not permit a 
categorical answer except after a clear understanding 
of the circumstances in any individual case. Mr. 
Herrick gave what he called a homemade definition 
of depreciation as the gradual dissipation of the 
value of anything consequent to its use, or to the 
ravages of time and the elements, beyond that which 
may be economically eliminated by current repairs. 
Depreciation, he said, may be measured and an- 
ticipated with comparative accuracy. For the 
purpose of his discussion he included in the definition 
the element of obsolescence in so far as it is progres- 
sive according to normal improvement of methods. 

Reproductive cost, he said, is that somewhat 
theoretical amount of capital which, if existing 
plant facilities were to be destroyed suddenly, would 
necessarily be expended in their reproduction. His 
definition included the modifying word ‘‘theo- 
retical,’ because reproduction cost wholly presup- 
poses a theoretical situation. A plant would rarely 
be rebuilt exactly as it exists and during the recon- 
struction there would almost inevitably be a vari- 
ation in the prices of labor and materials. In 
one case to which the speaker referred, a reproduc- 
tive cost based on an appraisal was wholly imprac- 
tical because it ignored the fact that if the plant 
should be destroyed it could be rebuilt so as to give 
an equal production capacity with the expenditure 
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of much less capital than the appraisal figure, be- 
cause the original plant had been poorly arranged. 
These defects of arrangement constantly necessi- 
tated excessive expenditures in operating costs and 
the estimated reproductive cost did not take into 
consideration that condition. 

Reproductive cost frequently exceeds historical 
cost and is usually assumed to represent appreciation 
added to historical cost. One is not justified in 
making this assumption, however, said the speaker, 
because reproductive cost may often be less than 
historical cost. With this in mind, he re-stated 
the question thus: Shall the value of capital as- 
sets which becomes progressively consumed con- 
sequent to their use be measured by the capital 
which they cost or by that theoretical amount of 
capital which would be required to replace them 
should they be currently destroyed? 

On the theory that accounts are concerned with 
accomplished facts, it was the opinion of the 
speaker that depreciation should be measured by 
historical cost, which is actually the amount of 
capital in process of consumption. However, he 
said that in many instances due to defective ac- 
counting the historical cost is inaccurately re- 
flected. Again, in certain conditions reproductive 
cost may be used in a reorganization in such a way 
that it really becomes the true measure of the 
capital employed. For instance, in a concern which 
offers stock to the public on the basis of assets in- 
cluding property valued at a reproductive cost 
estimated after a sound appraisal, the purchasers 
of the stock have a tendency to fix the value of the 
existing capital by their capital contributions. 
In such a case the reproductive-cost basis is a more 
accurate measure of the capital employed than is 
the historical cost. In such instances, said the 
speaker, depreciation should be computed on the 
basis of reproductive cost. 

Mr. Herrick mentioned another view of the 
question, which might be taken on the basis of 
cost-accounting theory. From this viewpoint de- 
preciation cost and raw-material cost might be con- 
sidered costs having little theoretical difference be- 
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yond the rapidity of consumption. Therefore, if 
the consumption of raw material is accounted for 
by its value on the day of consumption, regardless 
of its cost, the consumption of plant value might 
logically be recorded in the same way and if this 
were granted, depreciation would be calculated 
again on reproductive cost. 

The fact that there were several logical answers to 
the original question with which his address was 
concerned seemed to the speaker to indicate that 
accounting is not to be considered an exact science 
and that the circumstances of individual cases must 
be considered in applying any such theory as a 
method of calculating depreciation. 


W. J. FORSTER—“‘THE SLIDING SCALE IN 
DEPRECIATION” 


Article published in the National Hotel 
Review, September 8, 1928. 


The writer says that there is much more in the 
study of depreciation in the hotel industry than a 
mere tabulation of what hotels have formerly taken 
as deductions in tax returns and that it is necessary 
for the hotel industry to determine standard rates 


of depreciation on a basis as nearly scientific as 
possible. Mr. Forster says that a theory of de- 
preciation suggested by H. O. Telman in an earlier 
article in the National Hotel Review deserves con- 
sideration. This theory is in substance that if 
room furniture and equipment are given a useful 
life of twelve years, then a rate of 8.33 per cent. per 
annum should be calculated on the cost of the fur- 
niture and equipment only in rooms which are 
occupied and no depreciation should be taken on 
equipment in unoccupied rooms. The writer men- 
tions that the income-tax unit permits to manufac- 
turers a depreciation deduction based on the ma- 
chine-hour basis, which is similar to the use and 
occupancy of hotel rooms. 

It is recognized, says Mr. Forster, that all equip- 
ment has not the same term of life and he points 
out that the element of obsolescence also enters into 
the question of calculation of depreciation. Never- 
theless, he says, it is inconsistent for two hotels, one 
of which is 60 per cent. occupied and the other 80 
per cent. occupied, to be given the same rates of 
depreciation on all their furniture and equipment. 
There is naturally more wear and tear in the sea- 
sons when most of the hotel’s rooms are in use than 
at times when a large part of the building is vacant. 


EMPLOYMENT EXCHANGE 


The employment exchange which was 
inaugurated by the Institute a few months 
ago has met with an encouraging reception 
by accounting firms and by accountants 
in search of staff positions. Many appli- 
cants have already been put in touch with 
prospective employers, despite the fact 
that the work was commenced in the dull 
season of the year. 

Naturally the value of the assistance 
rendered by the exchange will increase in 
direct proportion to the number of experi- 
enced applicants who are known to be 
available and the number of firms which 
make known their need for staff assistants. 

As previously announced, the assistance 
of the exchange is offered only to applicants 
who have had public accounting experience. 
The bureau for placements, a separate 
activity, undertakes to provide college 
graduates for firms in need of junior assist- 
ants. 

The following applicants are at present 
available for employment. Inquiries should 
refer to the key number of the applicant 
concerned. 


No. 4A—Woman, unmarried, age 36, associate 
American Institute of Accountants and C. P. 
A. Experience includes three years with New 
York public accounting firm and three years as 
assistant treasurer of New England manufac- 
turing company. Education—high school, busi- 


ness college and university extension work. 
Salary commensurate with responsibilities. 


No. 5A—Married man, age 44, with dependents. 
Senior accountant. Has practised public ac- 
counting on own account for five years and has 
served as auditor and comptroller, respectively, 
for two different corporations. No objection to 
travel. Prefers headquarters in New York. 
Salary $60. 


No. 6A—Specialist in probate accounts—estates, 
trusts, etc.—would like employment with public 
accounting firm specializing in these matters. 
Also has had experience in bank audits. Certi- 
fied public accountant of Connecticut with 
twenty years’ experience as secretary-treasurer 
of a private corporation. Has also practised 
public accounting at various times. Age 57. 
Prefers New York. Salary subject to arrange- 
ment. 


No. 11A—Accountant, age 41, member American 
Institute, available for executive position with 
public accounting firm or private concern. Cer- 
tified public accountant of Minnesota and char- 
tered accountant of Scotland. Fifteen years’ 
experience in public accounting, three years on 
own account, and 3 years as comptroller of private 
corporation. Salary subject to arrangement. At 
present residing in New Jersey. 


No. 13A—Accountant, age 38, with 11 years’ 
public practice with well-known firms and on own 
account and with 5 years’ experience as comp- 
troller of a manufacturing company, desires 
comptrollership of a private corporation or 
managership of a branch office of a public ac- 
counting firm. Member American Institute 
of Accountants and certified public accountant of 
New York and New Jersey. 
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No. 14A—Senior accountant, age 38, with 10 years’ 
experience in public practice as a staff assistant. 
Has qualified to take New York C. P. A. exami- 
nations in November, 1928. Salary $60. Prefers 
position in the city of New York. 


No. 17A—Semi-senior accountant, age 35, high- 
school graduate, wishes position in New York. 
Has had 1% years’ experience with public 
accounting firms and about 13 years as accountant 
in 3 private corporations. 


No. 21A—Accountant with 3 years’ public experi- 
ence, age 31, high-school graduate, is seeking 
staff position. Resident of New York, but is not 
averse to considering position out of town. 


No. 24A—Accountant with 14 years’ public prac- 
tice in England wishes position as senior assistant 
in New York. Married, age 38. 


No. 25A—Member, American Institute of Ac- 
countants and chartered accountant (England) 
wishes satisfactory staff position in New York. 


Age 42, unmarried. Salary commensurate with 
ability. 


No. 26A—Senior accountant, Cc: 2. A. of South 
Carolina, with 5 years’ public experience, wishes 
staff position in any city. At present in Florida. 
Age 34, married. Salary $3600. 


No. 30A—Member, American Institute of Ac- 
countants, C. P. A. Minnesota, age 42, with 
10 years’ public accounting experience, wishes 
position in Minneapolis, Chicago, or some other 
city. Recently sold his own practice in order 
to engage in outside activities. Now wishes to 
re-enter profession. Married, with dependents. 
No objection to travel. Salary subject to ar- 
rangement. 


The Institute has not investigated the 
statements made by these applicants and, 
therefore, can not assume responsibility 
for their accuracy. 


OBITUARY 


W. S. Taylor 


W. S. Taylor, a member of the American 
Institute of Accountants and a C. P. A. 
of Virginia, died on September 25, 1928, 


at the age of 71. Mr. Taylor had been a 
member of the Institute since 1917. He 
was associated with W. P. Hilton, Norfolk, 
Virginia. Funeral services were held at 
Norfolk on September 26th. 


HERE AND THERE 


M. S. Carneiro and W. T. Chumney 
announce that they are associated in the 
practice of accounting under the firm name 
of Carneiro, Chumney & Co., with offices in 
the Milam building, San Antonio, Texas. 


Earl S. Clark & Co. announce the re- 
moval of their Providence, Rhode Island, 
offices to the Industrial Trust building. 


Herskowitz & Herskowitz, New York, 
announce the removal of their offices to 
the Transportation building, 225 Broadway. 


Guy V. W. Lyman, Edward S. Rittler 
and Sidney S. Bourgeois announce the 
formation of a partnership under the firm 
name of Lyman, Rittler & Bourgeois, with 
offices in the Canal Bank building, New 
Orleans. 
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Rusk & Williams, Cleveland, Ohio, an- 
nounce the removal of their offices from the 
Guardian building to 1836-1840 Engineers 
National Bank building. 


Conrad Sauer, Jr. announces the formation 
of the firm of Conrad Sauer, Jr., & Co., with 
offices at 2014-15 Comer building, Bir- 
mingham, Alabama. 


Announcement has been made of the 
association of Ben H. Whittaker, John F. 
Horton and Russell D. Keach under the 
firm name of Horton, Keach & Whittaker, 
with offices in the Subway Terminal build- 
ing, Los Angeles. 


J. Spencer Wolling announces the estab- 
lishment of an office in the Railway Ex- 
change building, St. Louis. 


